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The World Economy 
nd of 1982. High unemployment, and the 
eal rise in the price of oil in view of 
nflation will continue to fall in most countries 
Prospects for the world economy 
during the remainder of 1982 are 
becoming clearer and hitherto 
widely divergent forecasts from 
various organisations are being 
amended towards a general 
consensus. The most favoured 
scenario is now one in which slow 
recovery is expected in the 
latter part of 1982 following 
static, or even declining, GNP 
figures in the first and second 
quarters. Overall 1982 growth 
in real GNP in the industrialised 
countries is likely to be in the 
order of 1%-'\.5%, with the year-
end annual equivalent growth rate 
being 2.5S-4? depending on the 
degree of optimism one has 
concerning the speed and strength 
of the recovery. The main 
component of recovery will be an 
upturn in stockbuilding, or more 
precisely a deceleration in the 
rate of stock depletion which has 
been extremely high in the past 
two years. These expected 
growth rates are insufficient to 
significantly reduce unemploy-
ment, which is still expected to 
total 30 million plus for the 
OECD countries as a whole at the 
improbability of any significant 
the present glut, suggests that 
Clearly, the foundation for recovery in 1982 is a fragile one, for the 
prospects for the main expenditure aggregates are not promising: world 
trade is not expected to grow significantly and could even decline if the 
pressures for protectionism (arising mainly from high domestic unemployment) 
are translated into action. Real consumer expenditure is likely to remain 
relatively static since the growth rate of nominal disposable income is 
moving towards that of price inflation in most industrialised countries, and 
is even falling behind in some. High interest rates and company balance 
sheets still reeling from the effects of recession continue to depress 
investment prospects, and the continuing concern of governments with the 
size of public sector deficits makes any significant increase in autonomous 
(as opposed to 'automatic' counter-cyclical) public expenditure improbable. 
These factors, coupled with their generally consistently over-optimistic 
forecasts for 1982 made a year ago, have made most forecasters much more 
cautious in predicting the extent of recovery later in 1982, and some are 
even suggesting that this recovery may not be sustained far into 1983. 
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As always, however, the prospec ts for i nd iv idua l na t ions vary somewhat. In 
t h e United S t a t e s , t h e p r o s p e c t s f o r t h e r e m a i n d e r of 1982 a r e becoming 
i n c r e a s i n g l y gloomy. Af te r i n c r e a s i n g between Janua ry and F e b r u a r y , 
i n d u s t r i a l product ion f e l l again in March 1982, being 7.2$ l e s s than in the 
equiva lent month of 1981. Overa l l , i n d u s t r i a l product ion was 14.55 down in 
t h e f i r s t q u a r t e r of 1982 compared w i t h t he l a s t q u a r t e r of 1981. The 
unemployment r a t e i s c u r r e n t l y 9% and r i s i n g . The i m p o r t a n t compos i t e 
index of l ead ing i n d i c a t o r s f e l l by 0.5? in March, the e leventh success ive 
monthly f a l l . B u s i n e s s a n x i e t y i s c e n t r e d on t h e h igh l e v e l of i n t e r e s t 
r a t e s , which remain a t p o s t - w a r p e a k s . High i n t e r e s t payments on funds 
borrowed d u r i n g t h e r e c e s s i o n in c o m b i n a t i o n w i t h squeezes in p r i c e s in 
p r o d u c t m a r k e t s i s c a u s i n g a s e v e r e s t r a i n on t h e c o r p o r a t e s e c t o r , w i th 
bus iness f a i l u r e s reaching a twenty-year peak in l a t e 1981. I t i s un l ike ly 
t h a t any s i g n i f i c a n t r educ t ions in i n t e r e s t r a t e s w i l l take place u n t i l the 
f ede ra l budgetary c r i s i s i s reso lved . 
In West Germany, i n t e r e s t r a t e s are f a l l i n g because of improvements in the 
c u r r e n t a ccoun t t r a d e b a l a n c e , which may produce a s u r p l u s of 5bn DM t h i s 
year and because of a c o n t i n u i n g d e c l i n e in t he r a t e of i n f l a t i o n towards 4$ 
p .a . t h i s summer. The d o m e s t i c economy r e m a i n s weak, however , and i t i s 
f o r e c a s t t h a t r e a l GDP growth in 1982 may be only +0.5% wi th unemployment 
r e m a i n i n g h igh a t 1.8 m i l l i o n . Germany's e x p o r t pe r fo rmance improved 
s i g n i f i c a n t l y du r ing 1981, w i th an i n c r e a s e in e x p o r t v a l u e of 13.1% over 
the previous year . A con t inua t ion of these t r ends could produce a v i s i b l e 
t r a d e s u r p l u s of 50bn DM in 1982. The v a r i o u s movements of t h e s e key 
economic i n d i c a t o r s s u g g e s t t h a t t h e German government i s l i k e l y to come 
under p r e s s u r e from i t s t r a d i n g p a r t n e r s to i n t r o d u c e some e x p a n s i o n a r y 
f i s c a l measures in the near f u t u r e . 
The Japanese economy recorded a nega t ive growth in GDP in the l a s t qua r t e r 
of 198'1 of -0.9%, e q u i v a l e n t t o an a n n u a l f a l l of 3 .5$. This i s t h e f i r s t 
qua r t e r l y f a l l in GDP for seven y e a r s . The main reasons for the decl ine in 
GDP were s t a t i c domestic demand and a s i g n i f i c a n t slow-down in expor t s . In 
s p i t e of some r e c o v e r y in e a r l y 1982, e x p o r t v a l u e was s t i l l 3.7$ l e s s in 
February than i t had been in the equ iva l en t month of 1981. The immediate 
p r o s p e c t s fo r J apanese e x p o r t s a r e not f a v o u r a b l e : e x p o r t l e t t e r s of 
c r e d i t , which have been found to be a good leading i n d i c a t o r were down 3.5$ 
in J a n u a r y 1982 and 7.1$ in F e b r u a r y 1982 from e q u i v a l e n t 1 9 8 1 . 
F u r t h e r m o r e , a l t h o u g h J a p a n ' s o v e r a l l l e v e l of e x p o r t s has d e c l i n e d , i t s 
e x p o r t s t o t h e EEC and t h e US h ave n o t . In v i ew of t h e d o m e s t i c 
c i rcumstances in these c o u n t r i e s , f u r t h e r r e s t r i c t i o n s on the impor ta t ion of 
Japanese goods remain a s t rong p o s s i b i l i t y . 
F i n a l l y , the performance of o ther major economies can be ind ica ted b r i e f l y . 
In France i n d u s t r i a l product ion f e l l a t a r a t e of 3.0$ p.a. during the f i r s t 
qua r t e r of 1982, with unemployment r i s i n g to 8.7$ in March. Consumer p r ice 
i n f l a t i o n f e l l s lowly, reaching an annual equiva len t r a t e of 12$ during the 
f i r s t q u a r t e r . In Canada and I t a l y , i n d u s t r i a l p r o d u c t i o n f e l l s h a r p l y 
d u r i n g the f i r s t q u a r t e r , r e a c h i n g annual r a t e s of -16.5$ and -10.5$ 
r e s p e c t i v e l y . However, whi le the Canadian r a t e of i n f l a t i o n continued to 
d e c l i n e , t h a t in I t a l y appeared t o be s t a r t i n g to r i s e a g a i n . Unusual ly 
among Western economies, i n d u s t r i a l product ion in Hol land and Sweden rose in 
the f i r s t q u a r t e r of 1982, by 7.5$ p . a . and 4.5$ p .a . r e s p e c t i v e l y . 
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The U.K. Economy 
While es t imates of Gross Domestic 
Product in the f i r s t quarter of 
1982 are not ye t a v a i l a b l e , the 
p e r f o r m a n c e of the i n d e x of 
i n d u s t r i a l production s u g g e s t s 
that GDP i s l i a b l e to f a l l . In 
the three months to February, 
industr ia l production i s 1% lower 
t h a n i n t h e p r e v i o u s t h r e e 
m o n t h s . The i n d e x o f 
manufacturing output has f a l l e n 
by 2% i n t h e c o r r e s p o n d i n g 
p e r i o d . However, the major 
f o r e c a s t i n g o r g a n i s a t i o n s s t i l l 
expect a ra te of growth of GDP of 
about 1.5% in 1982 over 1981 . 
Should t h i s forecast be rea l i sed 
- and i t i s more than u s u a l l y 
uncer ta in - then i t would mean 
t h a t t h e f a l l i n t h e f i r s t 
quarter of t h i s year would be a 
temporary aberration. If so the 
t u r n i n g - p o i n t of the r e c e s s i o n 
would have been reached in the 
second h a l f of 1 9 8 1 , a f t e r a 
c o n t i n u o u s two year d e c l i n e . 
The f a l l in GDP of 6% between 
1979 and 1981 i s unprecedented 
s ince the War. 
The r a t e of i n c r e a s e of wholesa le p r i c e s , as measured by the index of input 
p r i c e s reached i t s peak a t about the same t ime : the year -on-year change was 
r e c o r d e d a t 18.2% l a s t O c t o b e r , f a l l i n g t o 8% in March t h i s y e a r . The 
year -on-year i n c r e a s e in the r e t a i l p r i ce index was j u s t over 10% in March, 
the lowes t such i n c r e a s e s ince May 1979. 
While t h e p r e c i s e t i m i n g and speed of t he upswing remain a m a t t e r of 
s p e c u l a t i o n , t h e r e a r e two i m p o r t a n t i s s u e s a b o u t t h i s r e c e s s i o n which 
remain to be r e so lved . The f i r s t concerns producers . I t i s the ex ten t to 
which the p r o d u c t i v i t y ga ins r e a l i s e d in the r ece s s ion may be maintained in 
the long r u n . To even d i s c u s s such a q u e s t i o n i s t o s u g g e s t t h e r e m e d i a l 
n a t u r e of t h e r e c e s s i o n , an i m p l i c a t i o n which was u n t h i n k a b l e in t h e l a s t 
t h i r t y - f i v e y e a r s . Yet i t i s a measure of how quickly Keynesian economics 
has gone ou t of f a s h i o n , t h a t few e c o n o m i s t s have t r o u b l e d to e n q u i r e of 
t h i s y e a r ' s Budget w h e t h e r i t was e x p a n s i o n a r y or d e f l a t i o n a r y from the 
point of view of aggrega te demand. 
In the twenty years up to 1973, labour p r o d u c t i v i t y in the United Kingdom 
i n c r e a s e d a t an a v e r a g e annua l r a t e of 3.2%. However, be tween 1973 and 
1982 the i n c r e a s e was only 0.9% annual ly . But in the l a s t e igh teen months, 
t h e r e have been s u b s t a n t i a l i n c r e a s e s in p r o d u c t i v i t y in most s e c t o r s of 
i ndus t ry . In the year up t o the four th q u a r t e r of 1981, output per head in 
manufacturing increased by over 10%. This gain i s l a r g e r than in previous 
post-War r e c e s s i o n s , but then the f a l l in output has been l a r g e r a l s o . 
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The c r i t i c a l ques t ions for the fu ture of the UK economy are to what extent 
t h e s e p r o d u c t i v i t y g a i n s have been r e a l i s e d by companies deve lop ing new 
products , in t roducing new technology, developing new markets , or improving 
working p r a c t i c e s and management a t t i t u d e s , and t o what e x t e n t t h e s e new 
developments - e s s e n t i a l l y a w i l l i n g n e s s to adapt to change - w i l l p e r s i s t 
once t h e r e c e s s i o n has ended. While t h e r e a r e p l e n t y of examples of 
i n d i v i d u a l f i r m s hav ing responded p o s i t i v e l y to t h e p r e s s u r e s of the 
r ece s s ion , i t i s s t i l l too ea r ly to say how r e p r e s e n t a t i v e these f i rms a re . 
I t i s , t oo e a r l y t o say whether t h e r e c e s s i o n has c o n t r i b u t e d to an 
improvement in the long-term growth t rend of p r o d u c t i v i t y . 
The second i s sue concerns the behaviour of wage-earners to the events of the 
p a s t two and a h a l f y e a r s . H o u s e h o l d s , or a t l e a s t t h e g r e a t m a j o r i t y of 
them, have been a d v e r s e l y a f f e c t e d by the r e c e s s i o n in two ways. F i r s t , 
t he r e has been a dramat ic inc rease in unemployment, and secondly, the re has 
been a dec l ine in r e a l incomes. Since the autumn of 1979 unemployment has 
r i s e n by more than one and a h a l f m i l l i o n , and very many more people a r e 
engaged in var ious make-work schemes devised by the Government. H i the r to , 
t h i s l e v e l of unemployment has a roused s u r p r i s i n g l y l i t t l e p o l i t i c a l 
r e s i s t a n c e , as t h e r e s u l t s of t he r e c e n t l o c a l government e l e c t i o n s in 
England and Wales show. Even the widely pub l i c i sed f o r e c a s t s t h a t , while 
unemployment may l e v e l off t h i s y e a r , i t i s u n l i k e l y to d e c l i n e for a 
fu r the r t h r ee years or more, have been met with remarkable apathy. 
While the wage-earners may be prepared to r ev i se t h e i r post-War expec ta t ions 
concerning f u l l employment i t seems most u n l i k e l y , however, t h a t they would 
be w i l l i n g to r ev i se downwards t h e i r expec ta t ions concerning r i s i n g l e v e l s 
of r e a l income. The exper ience of previous post-War r eces s ions and periods 
of w a g e - r e s t r a i n t , s u g g e s t s t h a t peop l e a r e q u i t e w i l l i n g to accep t 
temporary s t a n d s t i l l s in t h e i r s tandard of l i v i n g , but the re i s no reason to 
b e l i e v e t h a t t h e y a r e w i l l i n g t o a c c e p t s t a g n a t i o n or a p r o l o n g e d 
s t a n d s t i l l . Yet i t i s d i f f i c u l t t o see how t h e UK economy can o f f e r 
a n y t h i n g e l s e in t he near f u t u r e . Between 1977 and 1980, r e a l p e r s o n a l 
d i sposab le income rose by 17%, and has f a l l e n by 2% during 1981. Given the 
f a l l in r e a l incomes implied by the r ece s s ion , i t would appear t h a t fur ther 
downwards a d j u s t m e n t s have y e t t o come. I t a p p e a r s most u n l i k e l y t h a t 
these would be accepted. In t h a t even t , if nominal wage inc reases were to 
be d i s p r o p o r t i o n a t e to p roduc t i v i t y i n c r e a s e s , then the UK economy would r e -
enter i t s f a m i l i a r cycle of dec l in ing compet i t iveness followed by inc reases 
in unemployment. 
There a r e q u e s t i o n s for t he l o n g e r t e r m . For t he r e s t of t h i s year the 
p r o s p e c t s a r e f a i r l y c l e a r : i n f l a t i o n 1 e v e l l i n g - o f f a t 8% or 9%, 
unemployment l e v e l l i n g - o f f a t between 3 and 3.5 m i l l i o n , with any recovery 
in o u t p u t depending p r i m a r i l y on p r i v a t e i n v e s t m e n t in s t o c k b u i l d i n g and 
fixed a s s e t s . 
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